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PROFESSIONAL NOTES 


1940-1941 


In extending to our readers greetings for the New 
Year we do so in that spirit of composure and of 
vigilance in which the Prime Minister recently 
reviewed the prospects for 1941. The stern realities 
of war have made themselves felt throughout the 
accountancy profession, whose members in their 
several capacities are contributing to the nation’s 
effort. We think in the first instance of the members 
and students serving with H.M. Forces—we regret 
that a few are prisoners of war—and are encouraged 
that many of them in unpropitious conditions en- 
deavour to keep in touch with professional information 
by perusal of the columns of ACCOUNTANCY and other 
journals. Considerable tenacity of purpose has been 
shown by students who, during 1940, presented 
themselves for their examinations, some of them in 
His Majesty’s uniform, and most awaiting early 
enlistment. The calls of the fighting services and 
the temporary absence of members serving in Govern- 
ment Departments have made heavy inroads upon 
the staffs of firms. The work of practising members, 
recognised by the Government as of national 
importance, has been carried on under unprecedented 
conditions when problems arising from war-time 
legislation and new taxes have called for adaptability 
and quick decision. Taking a broad view we can 
say that the profession is rendering effective aid to 


the country’s defence and attack in the economic 
aspects of the war. 


To the Presidents of the professional bodies and 
their immediate colleagues has fallen the responsi- 
bility for imperative and important decisions, 
especially when informal consultation has frequently 
taken the place of more formal deliberation. The 
stimulating communications received from members 
of the profession overseas and the generous hos- 
pitality extended to children of members in Great 
Britain by the Dominion Association of Chartered 
Accountants, and by the American Institute of 
Accountants, comprehended in the gracious reference 
by H.M. The King in his Christmas Day broadcast, 
have cemented in times of adversity the happy rela- 
tions established in the days of peace. Nothing will 
be lacking in zeal and devotion to hasten the day 
when members can renew in person, both at home 
and overseas, the friendships of their professional life. 


The Repair of War Damage 


Some practical questions as to procedure immedi- 
ately arise when property suffers war damage. It is 
advisable, particularly in cases of serious damage, 
to seek at once the advice of a surveyor or architect. 
Nevertheless the steps to be taken should be generally 
known. The local authorities are directed by the 
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Ministry of Health under Circular 1810 and em- 
powered by the Housing (Emergency Powers) Act, 
1939, to carry out first aid and other repairs to make 
living accommodation (i.e., houses, tenements, flats 


and all similar buildings used for domestic purposes) | 


fit for such purposes, if the owner is unable or un- 
willing to do the necessary works. First-aid repairs 
can be put in hand by the local authorities immedi- 
ately ; other more permanent repairs, after giving 
at least 14 days’ notice with details and estimates. 
The expenses incurred become a registered charge 
on the property, but no repayment can be demanded 
until the end of the war. Certain other property 
comes within the scope of the Essential Buildings and 
Plant (Repair of War Damage) Act, 1939. Where 
the owner or occupier of an “ essential ”’ building is 
willing to have repairs executed but is unable to do 
so without financial assistance he can, if the appro- 
priate Minister (i.e., the Minister of Supply, Aircraft 
Production, Food, Agriculture, etc.) considers it 
essential, require the local authority to do the work 
or make a loan to him for the purpose. Local 
authorities are not liable to refund expenditure 
incurred by the tenant or owner. Delay through 
inability to execute repairs owing to heavy damage 
does not give owners the right to put work in hand 
themselves other than at their own expense, without 
the leave of the local authority. 


Inspections by the District Valuer 


Inspection of damaged houses should be made by 
the local housing authorities as soon as practicable 
after war damage is sustained. A report is made by 
the District Valuer and where necessary the local 
authority arranges to carry out such repairs as it 
considers immediately essential. Owners can do 
their own repairs without any delay. In the case 
of property other than houses, the owner or occupier 
can put in hand first-aid repairs before submitting a 
formal claim. No real reconstruction should be done 
until the premises are inspected or arrangements 
made with the District Valuer, especially in the case 
of essential buildings. It would normally be advisable 
to notify him of any proposed works immediately, 
so that inspection can be arranged. The incidence 
of liability in all these cases is determined at present 
under a Treasury minute, with the recommendations 
of the Uthwatt Committee as the basis of procedure. 
It will now be covered by the War Damage Bill on 
somewhat revised lines. 


Plant and Buildings for War Purposes 


The relief for income tax and N.D.C. in respect of 
extensions of plant and buildings for war purposes 
announced by the Chancellor of the Exchequer on 
December 19 apparently follows closely the relief 
already granted for the purposes of E.P.T. by Rule 3 
of Part I of the 7th Schedule of the Finance (No. 2) 
Act, 1939. It is clear that the purpose of the E.P.T. 


relief was to ensure the preservation intact of capital 
which was laid out expressly for the purpose of 
war production in the acquisition of assets which 
may at the end of the war be of little or no value. 
It is a logical and inevitable consequence of this 
purpose that a corresponding relief should be granted 
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for the purposes of income tax and N.D.C., as other- 
wise the main object of preserving all the capital 
intact would be defeated to a substantial extent. 
While it is unusual for the provisions of a future 
Budget to be anticipated by ministerial statement, 
the departure from precedent on this important issue 
is much appreciated by industrialists generally. 


Important as this relief is, it does not solve the 
problem of finance which is exercising the minds of 
many manufacturers who are being pressed to expand 
their production. Willing as they may be to assist 
the national effort they frequently find themselves 
wholly without the capital resources which will alone 
achieve this object. In a number of cases various 
Ministries have themselves made capital available, 
but it seems that considerable expansion of this 
policy is necessary if the innumerable small firms of 
manufacturers are to be enabled to put forth their 
full effort. 


Is Distress for Rates a Legal Execution ? 

The House of Lords on December 9 gave judgment 
on a point which had remained undecided for over 
two hundred years. The Elizabethan Poor Law of 
1601 authorised the overseers to enforce payment of 
poor rates “‘ by distresse and sale of the offendors 
goodes.”” In 1709 an Act “for the better security 
of rents’”’ provided that no goods should be liable 
to be removed from any premises “ by virtue of any 
execution on any pretence whatsoever ’’ unless the 
party responsible for the execution first paid to the 
landlord any arrears.of rent, witha limit of the rent 
for one year. The question whether a distress for 
rates under the 1601 Act was an “ execution ”’ within 
the meaning of the Act of 1709 was raised in the 
recent case of Potts v. Hickman. Mrs. Hickman, the 
owner of a shop and dwelling house in Wolverhamp- 
ton, sued Mr. Potts, who had levied a distress for 
rates on the instructions of the» Wolverhampton 
Corporation, for payment of the rent due to her. 
The County Court Judge held that the distress was 
not an “execution,” and gave judgment for the 
defendant. The Court of Appeal reversed this 
decision, but the House of Lords decided that the 
County Court was right. The Lord Chancellor pointed 
out that the phraseology of the 1709 Act contem- 
plated that the successful party in a litigation, 
having obtained judgment, should follow that up by 
“suing out ’’ execution for the amount of money 
awarded by the judgment. Rates were not recover- 
able by action. It was therefore clear that a distress 
for rates was not an execution within the scope of 
Section 1 of the Act of 1709. 


New Government Issues 


The field of Government securities has been widened by 
the Chancellor’s announcement of a ‘“‘tap”’ issue of 3 per 
cent. Savings Bonds, 1955-65, to be available at par. At 
the same time the 2} per cent. National War Bonds, 1945-47, 
which have been on sale for the last six months, are replaced 
by 2} per cent. National War Bonds, 1946-48. The current 
issue of 3 per cent. Defence Bonds is to continue, but as not 
more than £1,000 of these may be held by each person, the 
new Savings Bonds should be attractive to larger investors. 
The terms of both of the new issues, in relation to the dates 
of maturity, are evidence of the Government’s success in 
maintaining its policy of cheap money during the war. 
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WAR DAMAGE BILL 


The War Damage Bill provides for compensation 
for war damage to (1) buildings and other immovable 
property, including fixed plant and machinery, and 
(2) movable assets of business undertakings, with a 
voluntary scheme for personal chattels. It is more 
correctly described as a compensation scheme than 
an insurance scheme. When the measure was 
introduced into the House of Commons there was a 
danger that it might be “‘ smothered in honey,’’ so 
universal was the commendation. But the inter- 
vening period has removed that danger and the 
detailed criticism of inequities and anomalies, now 
being made, is to be welcomed. The broad principles 
of the scheme, however, are generally acceptable and 
there is wide appreciation of the boldness with which 
the Government have approached a problem which 
seemed insoluble only a few months ago. 

For buildings and immovable property the con- 
tribution is fixed at a rate of 2s. in the £ on the net 
Schedule A value (or net rateable value) each year 
for five years from July 1, 1941, to cover war damage 
during the two years from the outbreak of war until 
August 31, 1941. If the total compensation exceeds 
£200 million, the Exchequer will meet the excess up 
to a like amount. Should the compensation payable 
exceed £400 million, one-half of the excess above that 
figure would be met by the Exchequer and the other 
half by increased contributions. It will not be 
overlooked that in the long run any payments from 
the Exchequer will really come to a considerable extent 
from the pockets of the property owners. The 
Schedule A value is not directly related to the value 
of the building ; it includes site value, and the cost 
to the business man in the heart of a city will be 
higher than the contribution in respect, of a similar 
building elsewhere. The only alternative, however, 
appeared to be a legal valuation of all property. 
Previous attempts at such a valuation in this country 
have not been conspicuously successful, and the 
lengthy delays which would have been involved were 
sufficient to make such a proposal impracticable. 

The compulsory scheme for movable assets of 
business undertakings (with certain limits) is to be 
financed from contributions at the rate of 30s. per 
cent. for the period from September 3, 1939, to 
September 30, 1941. The professions will come within 
this scheme. Payment of compensaticr will be 
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postponed, with the exception that claims will be 
paid at once where the replacement of assets is urgent 
in the national interest. It cannot be denied that 
this business premium is heavy and is likely to cause 
serious financial difficulty to those business houses 
which have suffered most severely from war damage. 
There is little doubt that in many cases the con- 
tributions will only be forthcoming with the assistance 
of the banks. 

Insurance under the private chattels scheme is 
voluntary, the rate of premium being 30s. per cent., 
but the amount which can be insured by any one 
person is limited to £1,500, together with an additional 
sum not exceeding £500 in respect of a motor-car 
or motor-cycle. The rates of premium for both 
these schemes do not appear in the Bill itself, but in 
the explanatory memorandum, which states that it 
is proposed to prescribe these rates. 

It must be specially noted that premiums payable 
in regard to buildings and under the business scheme 
or the private chattels scheme will not be allowed 


_ as an expense for the purposes of income tax, national 


defence contribution or excess profits tax. 

‘The administration of Part I of the Bill, relating 
to buildings and other movable property, will be in 
the hands of a new body, the War Damage Com- 
mission, though the collection of contributions will 
be the responsibility of the Commissioners of Inland 
Revenue. The bases of compensation will be of two 
kinds—‘ cost of works”’ payments and.“ value ”’ 
payments. The cost of works payments will in 
general represent the actual current cost of repair, 
whilst a value payment is described as equal to the 
difference between the values of the property 
immediately before and immediately after the damage 
on the basis of prices current at March 31, 1939. 

Public utility undertakings are to be the subject 
of a special scheme and reliefs from the liability to 
contribution are proposed for the properties of certain 
charities and for the buildings of religious denomina- 
tions. 

A hundred criticisms will spring to the mind of 
every business man who digests this Bill, but the acid 
test of all proposals to remove anomalies must be 
the practicability of the proposed amendments. To 
some extent the more glaring inequities may arise 
from defects in draftsmanship and it may be expected 
that these will be remedied before the Bill becomes 
law. Let us, however, pay a tribute to the parlia- 
mentary draftsmen who have been responsible for 
the first draft of the Bill. It is probably the greatest 
attempt ever made to legislate for unknown and 
incalculable factors without the guidance of pre- 
cedents. It is not our purpose in this preliminary 
article to labour the difficulties of administration. 
Rather would we stress the opportunities which will 
be afforded to the accountancy profession to assist 
in the surmounting of those difficulties, and in the 
reduction of anomalies and the adjustment of details. 
The main plan of the Bili in the midst of a total war 
is broadly and bravely conceived, visualising certain 
victory and foreshadowing a reorganisation in time 
of peace which shall be worthy of an Empire which 
dares to fight for principles. 
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100 Per Cent. E.P.T. in Practice 


By H. E. WINCOTT, Editor of The Investors’ Chronicle 


The company world has now had some fourteen 
months to size up the merits and demerits of our 
second attempt to “take the profit out of war.” 
The present Excess Profits Tax was introduced by 
Sir John Simon, then Chancellor of the Exchequer, 
in September, 1939, and has applied to all business 
profits earned since April, 1939. Since its introduc- 
tion it has undergone modification in one major and 
two minor respects. In May last, at the time of the 
Emergency Powers (Defence) Bill, the rate of the 
tax was increased from the original 60 per cent. to 
100 per cent. And amendments have also been 
introduced in regard to “‘ depressed companies ’’ and 
concerns working wasting assets. The first related 
to the original provision that companies whose profits 
had been unduly depressed during the base years 
might apply for permission to take as an alternative 
standard the amount required to service their deben- 
ture and preference capital, p/us up to 6 per cent. on 
their equity capital, and was designed to remove the 
ambiguity caused by the four-letter word “ then.” 
For the Government’s original proposals laid down 
that if a company could prove that earnings in the 
base period were less than might then have been 
reasonably expected, the alternative standard might 
be granted—and clearly the word “ then ”’ robbed the 
concession of its value. The second amendiment 
gave the right to companies working wasting assets 
to apply for an increase of up to 4 per cent. in their 
percentage standard. 

But apart from the raising of the rate of the tax 
to 100 per cent., it has remained broadly unchanged 
since its inception. In brief, it takes profits in 
excess of those earned in 1935, or 1936, or in excess 
of the average of 1935 and 1937 or of 1936 and 1937, 
with the percentage alternatives already mentioned. 
It has now been in operation for a sufficient length 
of time for company chairmen and accountants to 
have digested its effects and implications, and to 
state their considered views upon it to their share- 
holders and the world in general. The purpose of 
this article is to assemble and classify these con- 
clusions and to suggest the manner in which the tax, 
in the writer’s opinion, should be modified in the 
national interest. 

The objections against E.P.T. in its present form 
fall into three main classes. First, it removes most 
if not all profit incentive, particularly in the case of 
young developing concerns, and encourages waste 
and extravagance. Secondly, it tends to denude 
companies of working capital at a time when their 
plant and machinery are subject to abnormal wear and 
tear, and will consequently lead to grave difficulties 
in the post-war era. Finally, it may represent a 
discriminatory capital levy on companies working 
wasting assets. 

It is obviously impossible to point to any example 
of how 100 per cent. E..P.T. has actually reduced 
the incentive to produce “ full out.”” But it has been 
put on record by an independent authority that the 
Inland Revenue themselves considered that in the 


case of the old E.P.D. with a rate at anything over 50 
per cent. evasion and inefficiency crept in. And there 
have been sufficient examples of how crushing a burden 
current taxation can be to justify the general conclusion 
that the present tax discourages maximum output and 
encourages waste and inefficiency. It is not suggested 
for a moment, of course, that that applies in the cases 
cited below, but in general the conclusion must stand. 

In a recent letter to The Times, the managing 
director of a firm manufacturing domestic electrical 
appliances, whose profits had increased from {214 
in 1936-37 to £25,735 in 1939-40 (the expansion was 
in no way due to war or preparation for war), showed 
that in this case E.P.T. represented a tax of 19s. 3d. 
in the £ and that from the remaining 9d. compulsory 
A.R.P. expenditure, as well as all other capital 
expenditure, must be met. “ The only course open 
to the directors,’’ concluded the writer, ‘is the 
liquidation of the company and the dismissal of 300 
employees.”” Again, to quote from recently published 
accounts of public companies, the United Steel 
Companies, one of the largest and most efficient of 
British steel producers, reserved {1,493,000 for taxa- 
tion out of profits of £2,246,000. In other words, in 
respect of a period which included only three months 
during which E.P.T. was collected at 100 per cent., 
66 per cent. of the total earnings was absorbed by 
taxation. Moreover, in the case of United Steel and 
similar companies, there can be little complaint that 
the standard profits were unduly low—1936 and 1937 
were very good years for the steel industry. When 
we come to the many young concerns, floated in the 
last few years, and largely concerned with the pro- 
duction of armaments—companies vital to our war 
effort—the effects of the present level of taxation are 
even more striking. Aircraft Components in the 
year ended March 31, 1940 (during which E.P.T. 
operated at 60 per cent. only), paid over to the tax 
collector 91 per cent. of its total profits, leaving only 
9 per cent. for shareholders ; the dividend paid was 
actually reduced from 25 per cent. to 10 per cent. 
Again, Ciifford Motor Components, which spent over 
£100,000 of its own money on plant and buildings 
solely for Government work, made provision of no 
less than {181,000 for taxation in the year ended 
May 31 last, out of profits before taxation of £201,000 ; 
and the distribution on its capital of £170,000 was 
perforce reduced from 30 to 20 per cent. Lest it be 
objected that these are purely armament concerns 
who live by war and cannot therefore complain of 
war-time taxation, the case of Settle Limes may be 
mentioned—a limestone and granite quarrying enter- 
prise which had the misfortune (as it proved) to carry 
out a scheme of reorganisation and merger scheme 
during the E.P.T. base years. Largely as a result of 
this reorganisation, profits have been sharply 
increased. But since the Government last year took 
724 per cent. of earnings, it can hardly be said that 
the shareholders have gained much benefit from the 
management’s foresight. Some of these cases illus- 
trate only too well the inadequacy of the alternative 
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standard permitted by the Exchequer. In the case of 
the firm of electrtcal appliance manufacturers first 
mentioned, the profit standard allowed was £3,000 
(including the salaries of the two working directors), 
compared with the latest profit figure of over £25,000, 
while Aircraft Components was offered the choice 
between the average of £27,500 earned in 1936 and 
1937 and £12,000, being the equivalent of 6 per cent. 
on its capital. In the latest year, trading profits 
amounted to £143,000 ! 

Enough has been said, I think, to stress the moral 
that so long as this state of affairs continues, so long 
will industrial managements be tempted to “go 
slow’ when standard earnings have been attained ; 
and so long will they be tempted to turn a blind eye 
to waste and extravagance. Let us now turn to the 
second objection to 100 per cent. E.P.T.—that it 
denudes companies of working capital and precludes 
the building up of reserves out of which industry must 
finance itself in the post-war reconstruction period. 
The Trinidad Petroleum Development Company is a 
vigorous young oil-producing company, well managed 
and supplying a vital war commodity. Yet it is 
doubly unfortunate in its E.P.T. experience. First, 
in the base years it was in the process of development 
and annual production was much below the level 
achieved since E.P.T. was introduced. Secondly, 
since its main assets are of a wasting nature, any 
production above that necessary to produce the stan- 
dard profits represents a depletion of an irreplaceable 
capital asset to no benefit of the owners. Moreover, 
in arriving at its liability for E.P.T. the company 
considered itself entitled—under the Finance (No. 2) 
Act, 1939—to add to its standard profit 8 per cent. 
of any increase in the average capital employed in 
the business beyond that employed in the standard 
period. The Inland Revenue authorities, however, 
met this claim with the technical contention that the 
company was a subsidiary company until additional 
share capital was issued in 1937, and thus negatived 
any allowance in respect of the additional capital. 
The case of the company is mainly cited, however, to 
draw attention to the coincidence that the amount of 
{200,000 reserved for taxation in respect of the past 
year is exactly the same as that raised by the recent 
issue of 6 per cent. preference shares. In the words 
of the Chairman: ‘‘ With taxation at its present level 
it is no longer possible to finance (capital) expenditure 
out of profits.” Again, to quote the Chairman of 
Clifford Motor Components: ‘‘ The 100 per cent. 
E.P.T. leaves us no cash for capital expenditure 
either to further our war effort or to provide necessary 
improvements which our rapid development necessi- 
tates.”’ In this case, the Chairman even expressed 
the fear that if the company made its normal and 
proper improvements it might quite conceivably be 
short of cash for taxes due ! 

Mention of Trinidad Petroleum Development 
brings us to the position of all companies working 
wasting assets. The original amendment of the 
Chancellor of the Exchequer, providing for an addition 
to the percentage standard of up to 4 per cent. in 
the case of mining and oil companies, etc., was with- 


drawn following understandable if misinformed. 


criticism of the proposal from Members of Parliament, 


mainly those representing coal-mining constituencies 
It will be generally conceded, however, that coal 
mining companies, with their vast reserves of raw 
material, are in a different category from base metal 
mining and oil concerns. Alluvial tin mining com- 
panies, for example, with lives of possibly 10-15 years, 
are naturally concerned with the effects of 100 per 
cent. E.P.T. Despite the fact that the tin-mining 
industry has probably a more favourable profit 
standard than any other, it regards the tax as a dis- 
criminatory levy on capital, particularly now that the 
industry’s production quota is fixed at 130 per cent, 
of standard tonnages. Even in the case of the 
Rhodesian copper industry, with its enormous raw 
material reserves, E.P.T. has caused dissatisfaction, 
although in this instance it must be admitted that 
the chief cause for complaint lies in the fact that the 
industry was in the process of development in the 
base years and is consequently severely mulcted by 
the tax. The Rhokana Corporation, for example, 
provided as much as £1,650,000 for taxation in 


‘1939-40 (other than British income tax on dividends) 


from a profit (subject only to tax) of {2,723,000 
and was forced to reduce the payment to ordinary 
shareholders from 50 to 40 per cent. Despite the 
fact that operating profit rose by over £730,000, the 
net profit was actually less than in the previous year. 

The state of affairs outlined above has not, of course, 
been allowed to develop without protest from industry. 
But the authorities have so far shown no sign of 
relenting. If it be accepted that the Excess Profits 
Tax in its present form is undesirable, what modifica- 
tions should be instituted? It is an astonishing 
thing that when the present war broke out and the 
need for an Excess Profits Tax became apparent, all 
precedents in this matter were ignored and the 
Armaments Profits Duty, which set out in the pre- 
war years to tax purely armament profits, was hastily 
adapted to apply to war-time industry as a whole. 
All the lessons of the Excess Profits Duty of the last 
war (which, despite all its imperfections, worked to 
the reasonable satisfaction of capital, and certainly 
justified itself as a revenue-raiser) were jettisoned 
and the aircraft factory on the East Coast or the 
property company in London were ranked as an 
equal risk with sheltered, protected, consumers’ 
goods companies. The first reform to be advocated, 
therefore, would be a reintroduction of the varying 
profits standards set up in the last war. No fewer 
than 148 separate classes of trades and businesses 
then made collective applications to the Board of 
Referees for an increase in their percentage standard. 
The Board had no difficulty in dealing with them and 
rejected 15 (including those from such humdrum 
trades as hosiery, paint, colour and varnish, boots, 
and potato flakes). The remaining 133 applications 
on behalf of more hazardous classes of business were, 
however, successful. The West African gold mining 
industry, for example, received a standard of 22} 
per cent., the United Kingdom tin mining industry 
25 per cent., and aircraft manufacture 15 per cent. 
Extravagant though these rates may seem to-day, 
there can be little doubt that they are more in line 
with realities than the present rates. 

Varying profits standards granted, I would then 
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advocate a reduction in the basic rate to the original 
level of 60 per cent. Clearly, however, this is not 
the time to increase the purchasing power of share- 
holders, and to obviate this the balance of 40 per cent. 
of ‘‘ excess’ profits should be compulsorily invested 
in War Loans, to remain blocked for the duration of 
the war and possibly for six months afterwards and, 
if necessary, to be lent to the Government free of 
interest. It is difficult to see what objections could 
be raised to such proposals. They provide for the 
obvious variation of risk between industry and 
industry. They provide industry with the vital 
incentive to go on producing to capacity. The 
Government’s ability to finance the war would not 


Costing of Government Contracts 


[CONTRIBUTED] 


Auditors generally, and particularly those who 
number among their clients members of the Internal 
Combustion Engine Manufacturers’ Association, will 
welcome a scheme of cost ascertainment which has 
just been agreed between that Association and the 
heads of the costing branches of the Admiralty, the 
Ministry of Supply and the Air Ministry.* 

The existence of a separate costing branch in each 
of the three Government Supply Departments is 
sufficient to explain the difficulties which this scheme 
is designed to remove. The form frequently used 
in Government contracts contains a term to the effect 
that the contract price shall be a reasonable price 
to be mutually agreed having regard to costs. In all 
such contracts an investigation by the costing branch 
of the department concerned was the necessary 
preliminary to agreement on price, and where con- 
tracts for all three departments were undertaken, 
the contractor was faced with separate and complete 
investigations by each and all. It is not difficult to 
imagine the strain thus placed on the executive staff 
of the contractor ; the constant interruption of the 
administrative work, already overburdened by in- 
creased work and reduced staffs ; the varying demands 
for information owing to the lack of uniformity of 
purpose and method on the part of the investigators— 
these are only examples of conditions which could 
hardly fail to create difficulties. And the auditors 
of contractors may not unreasonably have felt 
aggrieved in that their knowledge of the concern 
and their consequent qualification to assist was not 
utilised. ; 

It was with the idea of finding some practical 
alternative arrangement which would satisfy the 
natural and proper requirements of the Supply 
Departments and at the same time relieve the pressure 
on contractors, that the Association appointed a 
committee which, with professional advice and after 
prolonged negotiations, has produced an agreed 
scheme. Although it is intended only to apply to 
‘contracts for the manufacture of internal combustion 
engines where the contract price is dependent on 
mutual agreement having regard to costs, the scheme 

*A copy of this Scheme is available for perusal in the 
Society's Reference Library. 


‘certain costing terms such as “ direct materials” 
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be affected in the slightest—indeed, the national 
interest in the maintenance of the standing of 
Government credit is increased. Purchasing power 
would be restrained when it should be restrained and 
increased when an increase is most useful. Com- 
panies would be provided with adequate liquid 
resources to finance development during the post-war 
reconstruction period, and the deplorable conditions 
in the new issue market which followed the last war 
(when sound companies were forced to borrow long. 
term and irredeemable capital at fantastic rates of 
interest) would be avoided. Can it be doubted 
that such reforms are in the broadest national 
interest ? 


has been drawn up so as to be capable of application 
to similar contracts for the supply of other products 
by members of the Association, and it is reasonable 
to think that the principle embodied in the scheme 
is capable of wider application. . 

Briefly the scheme is that the contractor shall 
furnish the Government Supply Departments with 
certain costing data prepared from his own records 
and certified by the managing director and cost 
accountant of the contractor, and also by his auditor. 
This costing data is -to be supplemented annually 
by a copy of the audited accounts, with full details 
of certain items which are seldom shown in the 
accounts as presented to shareholders. While the 
Supply Departments will retain the right of access 
to all accounting and costing records, it is hoped 
that the general adoption of the scheme will enable 
them to limit their investigations to “ spot ”’ tests 
and to special enquiries in connection with the 
accounts and statements submitted. 

It is reasonable to assume that there will be 
collaboration between the costing branches of the 
Supply Departments and that any investigation 
considered necessary will be carried out by one on 
behalf of all; the advantage to the contractor of 
this procedure over the present system will be 
obvious, and evidence of further consideration for 
him is shown in the provision that so long as the basis 
of costing is considered sound there will be no desire 
for a change in the system in force. All that is asked 
for is that as far as possible the required information 
shall be given in the form set out in a number of 
specimen statements which are embodied in_ the 
scheme, and that a definite meaning shall attach to 


and “direct labour.”’ 

It will be gathered from what has been written 
that the scheme provides a uniform framework within 
which contractors will supply financial information 
regarding their businesses. That framework is con- 
tained in the specimen statements already referred 
to, and a study of these is necessary to a complete 
understanding of the scheme. 

Statement A is for the audited accounts of the 
business, and of course no standard form is prescribed. 
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Statements B (1) and B (2) are summaries of the 
profit and loss amd foundries accounts, and certain 
items specially marked must be shown separately. 
Statement C shows the sales, divided between 
Government contracts and other work, and it is to 
be noted that in all the statements figures are 
required for the preceding year as well as for the 
year immediately under review. Statements D and F 
contain full details of the charges included under the 
headings of works on-cost and administrative and 
selling expenses, while Statements E and G show how 
these expenses have been recovered. Statement H 
requires particulars of special charges such as war 
risks insurance and royalties, and the extent to which 
they have been recovered. Statements I and J are 
in the nature of memoranda giving the basis on 
which the costs have been prepared; in these the 
contractor will set out the methods used in regard to 
both his direct charges and the recovery of works and 
office on-cost. Statement L gives a specimen lay-out 
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of the cost of the component parts of a typical engine. 

It will be obvious that the completion of these 
statements will be easier in some cases than in others, 
and modifications in the costing records may well 
facilitate the work involved. This is politely sug- 
gested in the scheme itself, and the auditor may find 
here an additional service he can render to his client. 
He certainly cannot remain indifferent because in- 
cluded in the scheme is a form of certificate to be 
given by him, and in it he will be required to state 
that the details given on the statements supple- 
mentary to the annual accounts are in accordance 
with the books audited by him and that in his 
opinion the Statements I and J give a fair outline 
of the bases of preparation of costs applied by the 
business. This comprehensive obligation will necessi- 
tate an extension of the audit to the cost records, and 
by co-operating in the adaptation of those records to 
the requirements of the scheme the auditor may well 
be serving his own as well as his clients’ interests. 


Farmers’ Income Tax 


[CONTRIBUTED] 


The farmer, the plough and the land have rightly 
acquired a new importance in the nation’s war-time 
economy. Agriculture is no longer the Cinderella 
of the nation’s industries. Farmers, stimulated by 
patriotic impulse no less than by official demand, 
will by 1941 have ploughed up a further four million 
acres (over the 1939 acreage). It is said that food 
production per acre of grassland is multiplied four 
times by ploughing. Farming will enjoy guaranteed 
prices and markets for the period of the war and at 
least one year afterwards, and the revision of prices 
is expected to be of substantial benefit to the farming 
community. Coupled with the Government’s 
announcement of its agricultural policy was a state- 
ment by the Minister of Agriculture in July last that 
the option to assessment under Schedule B for 
income tax will cease to be applicable above a certain 
limit. For this legislation will be necessary, and 
apparently it must await the next Budget. 

Meantime, it may be assumed that farmers on 
better lands and larger farms will be assessed under 
Schedule D, probably for 1941-42, and it may be 
useful to forecast some considerations which are 
likely to arise. 

At present a farmer has three bases of assessment 
open to him :— 

(1) the gross annual value or rental of land for 
husbandry ; 

(2) the actual profits of the year of assessment 
(shown by accounts) if they are less than the 
amount under (1); or, if a loss has been 
incurred, Schedule B assessment is expunged 
and repayment of tax can be obtained under 
Section 34 of the 1918 Act if tax has been 
borne by other sources of income ; 

(3) Schedule D profits on the previous year’s 
results. 

No doubt the privileged position of farmers over 
other trades and businesses could be reasonably 


justified. The vagaries of weather, the fickleness of 
prices, the unavoidable losses from foot and mouth 
disease and swine fever (among the number of 
fortuitous farming adversities) placed the farmer at 
the mercy of circumstances he could neither avoid 
nor control. The whole character and circumstances 
of a farmer’s life are not such as to foster an inclination 
to keep accounts—an inevitable, but unwelcome, 
necessity if actual profits are to be the measure of 
tax liability. Yet it is not too much to say that in 
some cases at least there may be a wide discrepancy 
between Schedule B assessments and actual profits. 
Can it be wondered that the position has attracted 
the attention of the Chancellor of the Exchequer ? 
While it is quite unnecessary to assume a general 
absence of proper accounts among farmers, it can 
reasonably be apprehended that, if Schedule D is to 
operate in 1941-42, many farmers will then have 
accounts prepared for the first time. Two material 
considerations arise :— 

(a) The accounts should cover a period of twelve 
months ending on a date within the year to 
April 5, 1941. 

(6) Valuation of a farmer’s stock, corn, etc., on 
hand, growing crops, unused fertility and 
implements are necessary for the purpose of 
the accounts, both at the beginning and at 
the end of the accounting year. 

It has been suggested that an official pronounce- 
ment at the present time on these and similar aspects 
would be welcomed by farmers and the accountancy 
profession. But in the absence of legislation, it 
cannot be expected that the Board of Inland Revenue 
would commit themselves in advance beyond the 
general ministerial statement already mentioned. 
Where proper accounts are already kept, little 
question arises, but in other cases early professional 
advice will avoid subsequent income tax anxieties. 

The determination of the date on which a farmer's 


year should end is important, because of the dates 
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at which it is convenient to make valuations— 
corresponding to stocktaking in a mercantile business. 
It is understood that a date in October, after the 
end of harvest—or a date in spring, say, in March, 
after the end of the winter season—is fairly general, 
though not universal... Thus, to prepare accounts 
effectively on a date in 1940 (to be the basis of the 
1941-42 Schedule D assessment) the figures for 
valuations in October, 1939, and October, 1940, 
are necessary. Similarly, if the accounts are taken 
to a date in March, 1941, valuations at March, 1940, 
and March, 1941, are required. Of the four possible 
valuations, two must now certainly be estimated, 
one (October, 1940) can probably be worked out 
with fair accuracy and one for the spring of 1941 
can be taken precisely. In some cases farmers may 
employ estate agents or land agents to make valuations 
and this is to be commended—particularly if a valua- 
tion is being made for the first time or a derelict 
farm has been brought into good working order. 
The valuation of stock, of growing crops, of the 
unused fertility of the land attributable to recent 
work and manuring, of stocks of food, of hay and 
straw stacks is a technical matter. But in many 
cases valuations will be made by the farmers them- 
selves. Practising accountants have no pretensions 
to make valuations, though, as in the case of stock 
in trade, they can check the bases and review the 
records upon which the valuations are founded. It is 
clear, however, that some valuations will have to be 
estimated and the degree of difficulty of making 
estimates will depend to some extent upon the records 
available. In ordinary times, in practice, the value of 
growing crops may not vary much from year to year, 
but with the considerable extension of the area 
tilled, this may not be true at present. By taking 
an actual valuation on a given date, the previous 
valuation can be estimated by adjusting backwards. 
The farmer will be likely to remember the previous 
year’s vield of the root crop and its value. Memo- 
randa from sugar beet factories will throw light on 
the value of the beet crop, and corn values can be 
arrived at by the examination of accounts from corn 
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merchants and making adjustments for consumption 
as feeding stuffs. Livestock valuation presents some 
difficulty, but there are probably records of births, 
deaths, sales and purchases. The value of imple- 
ments follows usual practice. The cash book, or 
pass book with supplementary information, together 
with rough records of transactions, wages and 
valuations, should enable accounts to be prepared. 
No doubt legislative provision or Rules will be made 
to deal with the several problems mentioned: the 
difficulties will mainly be in the first year of Schedule D 
assessment. Moreover, it may be that as in the past 
the profits of the year of assessment, ascertained by 
proper accounts, will be accepted as the basis for the 
first year. It is, however, to be observed that if 
the profits for the year of assessment are taken as 
the basis for Schedule D, this would operate somewhat 
hardly on the farmer in a time of rising profits. 

A practising accountant, with understanding of 
farming operations and difficulties, can give valuable 
assistance in these special circumstances. In the 
December, 1938, issue of ACCOUNTANCY the question 
of farmers’ accounts was dealt with from both the 
farmer’s and the accountant’s points of view. ~ If the 
accountant prepares in as simple a form as possible 
the basic records required—cash book, records of 
sales and purchases, wages, simple analyses, a log 
book or a diary and a valuation schedule—the pre- 
paration of accounts should not present serious 
difficulty, provided the. farmer can be induced to 
maintain these records. 

A farmer’s main job is to produce food and make a 
profit, not to produce accounts, but, as in other 
cases, the necessities of income tax may lead to 
regular account keeping. Still he will be entitled 
to rely on his judgment and intuitive sense as to 
whether this or that branch of farming is prov- 
ing profitable or not. While his traditional pride 
in his farm and his land must not be submerged in 
superfluous clerical detail, reasonable account keeping 
is necessary both to efficiency in farming and to meet 


the requirements of Schedule D—and possibly of ° 


E.P.T. from which farmers are not exempt. 


The Value of Time 


[CONTRIBUTED] 


Amid the many exhortations to save which have 
been issued by Ministries and Government Depart- 
ments, we have not noticed any command to save 
time, though time is perhaps the most valuable of 
all commodities, whether it be the time of the 
individual or the time of the nation. It is necessary 
that a voice should be raised against the wasting of 
business men’s time—by other people. The old 
platitude that time lost can never be regained has 
remained true throughout the centuries and applies 
with added force in a time of war when the work of 
every business man is as essential to victory as the 
prowess of the fighting forces. The professional 
accountant always keeps a diary in which he records 
the time he spends on behalf of various clients during 
the day’s work. The very act of writing up such a 
diary impresses him with the value of time. Indeed, 
we cannot deny that many people think professional 


men, and perhaps accountants in particular, are too 
prone to measure evefy service in terms of time 
calculated at a certain number of guineas per hour or 
per day. But at the present time it would be well if 
the commercial world at large and all Government 
departments would realise that the time of the busi- 
ness man is of definite and specific value, not only to 
him but also to the country, a fact which must not 
be overlooked when every ounce of brain-power as 
well as muscular power must be exercised for the 
good of the nation. ‘Don’t waste paper” is an 
important command to-day, but it behoves us to 
remember that if the saving of a pennyworth of paper 
involves the wastage of a shillingsworth of time, there 
is no true economy. Let it not be thought for a 
moment that we are indifferent to the vital need 
for the utmost economy in the use of paper, but the 
saving of waste paper, unless practised with due 
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regard to other factors, may cost considerably more 
than the value of the waste paper itself. 

The necessity for the conservation of time stands 
on a different plane from all other saving efforts. 
Waste time cannot be gathered together in dumps 
and picked up at some future date for further use. 
The completion of countless forms, the imposition of 
harassing restrictions, the demand for quadruple 
and even sextuple invoices and statements, all tend 
to fritter away the economic energy of the business 
community. The amount of time which is spent on 
unnecessary enquiries, committees, sub-committees 
and commissions must have reached alarming pro- 
portions. Well-meaning but futile proposals are 
passed over to professional bodies, trade associations, 
chambers of commerce and other organisations with 
requests for detailed consideration and report which 
must involve a waste of time by hundreds or thousands 
of business men, time which they could more profitably 
use to the economic advantage of the country. 
Co-operation between the business world and the 
Government should be of real advantage te all sections 
of the community but it must be admitted that there 
are occasions when business men, having accepted 
appointment on a Committee with a Laudable Purpose, 
come to the conclusion that their time is being wasted, 
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The Purchase Tax Explained.+ By T. J. Sophian. 
(Jordan & Sons, Ltd., London. Price 5s. net.) 


Purchase Tax. By Ronald Staples. (Taxation Pub- 
lishing Co., Ltd., London. Price 3s. 6d. net.) 


The Purchase Tax is imposed by Part V and the 
relative schedules of the Finance (No. 2) Act, 1940. 
Many problems were raised during the Committee stage, 
and the Act varies considerably from the original Bill. 
Mr. Sophian gives, first, a summary of the statutory 
provisions relating to registration, chargeable purchases, 
the relief in respect of exported goods, the machinery 
for the assessment of the tax and the rights in relation 
to the tax as between buyer and seller. Then follow 
the text of the Act with full annotations and the regula- 
tions made by the Commissioners. Some of the diffi- 
culties which are still presenting themselves to the 
trading community are’ here clarified, including the 
problem of fixing the price on which the tax is to be 
calculated. The main test, the author points out, is 
the price which, apart from the tax, the goods would 
fetch in the open market in the United Kingdom if 
they were being bought wholesale by a retailer carrying 
on business exclusively in the United Kingdom and 
being entirely independent of the seller. It is the 
home (not export) wholesale price of the goods, therefore, 
which must be taken into account. This explanatory 
work will be of definite help to accountants who are 
being asked to advise on the working of the Act. 

Mr. Staples’ book can also be described as an 
explanatory work, but in this case the explanation comes 
from the angle of one who has met and overcome prac- 
tical difficulties in all other forms of taxation and who 
knows instinctively the doubts and questions which 
will arise in the minds of all who may be concerned with 
the administration of this new tax. The volume includes 
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not deliberately, but from the failure to realise that 
time is a definite asset to the business man and to 
the country. 

We do not by any means suggest that Government 
departments and civil service officials are the only 
offenders; let us look to our own records and 
behaviour, and ask ourselves irankly if we have as 
full a regard for time as we have for other objects 
of saving campaigns. We may be able to claim that 
we are careful of our own time, but a truer test is to 
ask ourselves if we are equally careful of the other 
man’s time. In the peaceful days of long ago one 
of the favourite texts for samplers read as follows : 

‘“‘ Lost, somewhere between sunrise and sunset, sixty 
golden minutes each set with sixty diamond seconds ; 
no reward is offered for they are lost for ever.’ 
Wastage and loss of time will be largely Baer 
when it is fully recognised that time is valuable and 
that the loss of business time means a serious deprecia- 
tion in the strength of the nation’s war effort. It 
would be a true paraphrase of an old proverb to say, 


- “ Take care of the other man’s time and your own 


time will take care of itself.’’ There is danger in the 
manufacture of slogans, which tend to lose their force 
very rapidly, but there would be permanent worth 
in the precept, ‘‘ Don’t waste the other man’s time.” 


Publications 


special notes on the form of records required by the 
Commissioners of Customs and Excise. It is intended 
that there shall be a certain amount of elasticity in this 
matter and the forms are in the nature of recommenda- 
tions which can be adapted as circumstances require. 
A specimen return of tax is given. Mr. Staples 
adds a note that where independent auditors are 
employed the Commissioners desire the tax returns to 
be certified as correct by them either when they are 
rendered or when the usual audit is carried out. It is 
understood, however, that the form of auditors’ report 
is still under the consideration of the Commissioners. 
Mr. Staples has made a very successful attempt to 
provide a comprehensive survey of the new tax. 


Excess Profits Tax Simplified. By H. A. R. J. 
Wilson, F.C.A., F.S.A.A. (H. Foulks Lynch & Co., 
Ltd., London. Price 5s. net.) 

It is hardly necessary to say of a book written by 
Mr. Wilson that the general provisions relating to the 
imposition of Excess Profits Tax, although set out in 
summarised form, are stated with sufficient clearness and 
completeness to make them intelligible to the student 
and useful to the practitioner. It is therefore no 
detraction to say that the outstanding value of this 
short work lies in the detailed illustrations which are 
given of computations in relation to both profits and 
capital employed. The computations are shown in the 
form which has been adopted by the Inland Revenue 
officials. This is of extreme importance in view of the 
fact that in the earlier works on the subject it was 
difficult for the authors to form a definite judgment as 
to the best method of showing the various calculations. 
Our advice to students would be to copy out in detail 
these illustrations with the reconciliations and proofs ; 
it might be difficult to follow them properly from a mere 
perusal. 
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TAXATION 


Excess Profits Tax 


This article on practical points arising from the Excess Profits Tax is in continuation of the series recently 
published. 


Directors’ LOANS 

The Revenue are prepared to allow loans made to 
the company by directors of a director-controlled 
company to be regarded as capital employed provided 
the loans are in proportion to their capital holdings. 
In the case of a one-man company, the loan cannot 
fail to qualify for the concession. They cannot 
insist: on this treatment, of course, and the concession 
therefore gives a valuable option to the company. 

The concession is a very reasonable one, as directors’ 
loans in such cases are, in all but legal form, additional 
capital employed. Especially is this so where the 
loans represent accumulations of undrawn directors’ 
fees, which are allowed to remainin the company’s 
coffers as working capital. 


SHARES IN PARTNERSHIPS 

The requirement that all businesses carried on by 
the same persons must be regarded as one trade or 
business for the purposes of E.P.T. does not extend 
to the share of a partner in a partnership where he 
happens to carry on a similar business as a sole 
trader. Nevertheless, it is understood that the 
Revenue will permit such a share to be aggregated 
with the separate business. This concession may be 
valuable. Any attempt to abuse it, e.g., by special 
“arrangements ”’ as to profit-sharing between the 
partners, would result in a refusal to apply the 
concession. 


MONEY NOT REQUIRED FOR THE PURPOSES OF THE 
BUSINESS 

In capital computations, the question of the 
exclusion of money not required for the purposes of 
the business is likely to raise some interesting argu- 
ments. The question appears to be purely one of 
working capital requirements, having regard to 
current and prospective needs, not only on revenue 
but also on capital account. Money not immediately 
required, but likely to be needed in the near future, 
should not be excluded. Care must be taken to 
ensure a comparison of like with like ; if an exclusion 
is made in the chargeable accounting period, a strict 
scrutiny of the facts of the standard period should 
be made to see if a parallel exclusion should follow. 


ADDITIONAL ALLOWANCE 


MINIMUM STANDARD ; 
Our note to Mr. Reynolds’ letter in the December 
issue may not have been clear to all readers, and 


we take this opportunity to aimplify it. The addition 
to the minimum standard (of £1,500 per working 
proprietor) of 6 per cent. on the capital employed 
in excess of £5,000 per working proprietor is hardly 
a concession, but rather a departmental interpretation 
of the allowance for capital. It is calculated on the 
true average capital employed in the chargeable 
accounting period, computed strictly on E.P.T. 
lines. It will be appreciated that, in the case of 
businesses with standard periods, the average capital 


computations are usually based, not on the cost of 
the assets, but on their “‘ values’ as shown in the 
balance sheet last preceding the commencement of 
the standard period—any amounts written off in 
the books since the basic balance sheet date being 
added back and allowable deductions made. This 
practice is convenient as it is normally only necessary 
to ascertain the amounts of the increases or decreases 
in the capital employed. 

The addition to the minium standard, however, 
must be based on the true capital employed. This 
can usually be arrived at very simply from the 
figures in the computation, on the following lines :— 
Average capital employed, as spot wes from 

balance sheet figures a 

Add: Amounts written off factory and ofice 
premises prior to standard period 

Capital expenditure charged to revenue 

prior to standard period, on assets 

still employed ... “ae ov Pie 


£60,000 


Deduct : Value of plant and machinery as taken 


into average capital 


Add ; Written down value of ong for E.P.T. 
purposes . ‘ ‘ 


True average capital 
Three working proprietors at £5,000 each . 


Excess capital 


6 per cent. thereon 
Add 3x £1,500 


Revised minimum standard 


In the case of a business commenced after July 1,- 


1936, of course, the true average capital will be 
computed for all purposes. 

It may be possible to obtain a higher percentage 
than six in appropriate cases; that rate is the one 
selected by the Crown for general application. 


ANOMALIES 

More anomalies appear every day, and are likely 
to increase so long as E.P.T. remains at 100 per cent. 
A striking example is the war risk insurance of stock- 
in-trade. The premium has now been increased, 
but to a business liable to E.P.T. the increase is 
merely the transfer of money from one Government 
department to another, as the premium is deductible 
from profits. The effect on capital employed, 
however, is interesting. 


ILLUSTRATION 
Profits of C.A.P. (year to March 31, 1941)— 
before charging increase in premium 
after charging increase in premium ... 
Profits of standard period ... 
Capital employed, C.A.P. (before adding profits). 
Capital employed, Standard period 
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ACCOUNTANCY 


E.P.T. COMPUTATION 


If Premium 
not increased 


£ 
20,000 


Profits of C.A.P. ... 
Profits of Standard period .. 

Capital, C.A.P. oad one 
Add Accruing Profits (4)... 


Capital, Standard period 


Increase 


did not accrue evenly over the year, but it is not 
necessary to bring that into the computation for 
the purpose of illustrating our point, viz., that the 


only cost to the taxpayer of an increased charge is_ 


the loss of the statutory percentage of capital on the 


Schedule E 

Where an employee of a company is elected a member 
of the Board of Directors, it appears now to be the 
general rule to assess under Schedule E on the basis of 
a cessation of one office and the commencement of 
another, no matter what the nature of the previous 
employment was. The grounds for this action are that, 
even if the new director is doing precisely the same 
work as before his election to the Board, by becoming 
a director he acquires new rights and duties under the 
Companies Act. 

Deduction of Tax from Dividends 

A close consideration of Section 20 of the Finance 
Act, 1940, leads to a doubt whether the question of 
deduction of tax from dividends is finally settled. It 


‘will be seen that the section only applies where the 


dividend is one from which deduction is authorised 
by General Rule 20. It is therefore essential to consider 
Rule 20 carefully ; this states that the body of persons 
paying the dividend shall be entitled to deduct the tax 
“appropriate thereto.’’ It appears, therefore, that if 
the dividend is paid out of a specific fund consisting 
of profits of a capital nature, or maybe of income which, 
owing to the rules of computation of liability to income 
tax, has escaped taxation (as in Gimson v. Commissioners 
of Inland Revenue (1930, 15 T.C. 595)), and no tax is 
deducted, Section 20 will not apply. The decision in 
Commissioners of Inland Revenue v. Neumann (1934, 
A.C. 215) also seems to be unaffected. It remains to 
be seen what interpretation can be placed on the section 
where the company has distributed its profits ‘‘ up to 
the hilt ’’ and, owing to increasing profits coupled with 
the preceding year basis of assessment, the result of 
the “‘ grossing ’’ would be to reach a figure of profits 
which never existed. It is unfortunate that the legis- 
lation has not been made foolproof. 


Deduction of Tax from Rent 


It is opportune to remind readers that where the tax 
recoverable from the landlord by deduction from rent 


Taxation Notes 


Profits of C.A.P. ad tis shes aa ail e 
Profits of Standard period... - 
Capital, C.A.P. ; 

Add Accruing Profits )’ «5 


Capital, Standard period 


Increase 


(Director-controlled) 10 per cent. thereon .. 


EP.T. 


difference in : amount t brought into the nai 
computation for accruing profit, in this case 10 per 
cent. on $ of £1,500=£75. And as he “saves” 
income tax on the £75 at at least 8s. 6d. in the £ 
(possibly more as the relevant year of assessment is 
1941-42) the increase in the premium will hardly 
be noticed. 


exceeds the next payment of rent, payment of the 
excess can be deferred for three months to enable it 
to be deducted from the next succeeding payment of 
rent. Notice of the election should be given to the 
Collector of Taxes at once. 


Illustration. 
Rent {100 per annum, payable quarterly ; net annual 
value, £80. 
Tax due under - Schedule A, 
January 1, 1940— 

£80 at 8s. 6d. £34 0 0 
Quarter’s rent 25 0 0 

Excess £9 0 0 


The occupier may pay £25 on January | and defer 
payment of £9 until April 1 

In these days not a few tenants pay the tax in time 
to deduct from the rent due at Christmas and Ladyday 
respectively, so as not to be out of pocket for the period 
to Ladyday and Midsummer respectively. 


Void Property and Lost Rent 

Those responsible for. advising clients On taxation 
must take more care than ever to ensure that claims 
are made for the appropriate relief for property which 
is empty and producing no rent, and also for those cases 
where tenants have “ vanished ’’ without paying rent. 
It is, of course, no longer possible to claim ‘void ”’ 
relief where the rent is still being paid. No provision 
has yet been made to give relief under Schedule A where 
a person hus been compulsorily evacuated from his 
house, but the furniture remains in the house. In a : 
written Parliamentary reply, however, the Chancellor 
of the Exchequer has stated that relief from income j 
tax will be given where owner-occupiers in protected 
areas are required by the competent authority to evacuate i 
more or less permanently. Evacuation for a short 
period owing to some purely local risk is not to be a 
ground for relief. 
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Recent Tax Cases 


Income Tax—Personal allowance—M ortgage interest added - 
to principal—Whether a payment of interest—Income Tax 
Act, 1918, Section 17—Finance Act, 1920, Section 18— 
Rule 19 of General Rules A, B, C, D and E. 

In O'Callaghan v. Newstead (K.B.D., October 10, 
1940, T.R. 455) a question of real importance was 
involved. The respondent was the mortgagor under 
a mortgage deed which provided that if an amount of 
the mortgage interest was not paid, the amount, less 
the income tax thereon, was to be added to the principal 
sum. A sum of interest had been added to the principal 
sum in this way and the respondent's personal allowance 
had been restricted accordingly. The respondent was 
serving with H.M. Forces and did not appear. Nor 
was he represented. ; 

Lawrence, J., allowed the appeal against the Com- 
missioners’ decision, agreeing with the Crown that the 
allowance should be restricted. He said that in his 
opinion the case of Commissioners of Inland Revenue v. 
Lawrence, Graham & Co. (C.A., 1937, 2 K.B. 179, 21 T.C. 
158) relied on by the Crown did decide that when the 
net interest, less the amount of income tax thereon, is 
added to the capital under such a mortgage deed it 
amounts to deduction of income tax by the mortgagor. 

The decision is, in the writer’s opinion, unsatisfactory ; 
and it is unfortunate that the question was not argued 
for the respondent. The restriction in respect of interest 
under Section 17 of the 1918 Act clearly depends upon 
the fact of payment because it is only on payment that 
the right to deduct tax under Rule 19 of the General 
Rules arises. In the Lawrence Graham case, to quote 
from the heading in the Tax Cases report, it was decided 
that ‘“‘ on each occasion that net interest was added to 


the capital the mortgagor had deducted income tax.” 
Now, at the date when that case was decided by the Court 
of Appeal, April 6, 1937, the case of Paton (as Fentons’ 
Trustee) v. Commissioners of Inland Revenue (C.A. 1936, 
2 K.B. 59; H.L. 1938, A.C. 341, 21 T.C. 626), had been 


before the Court of Appeal. There, it had been taken 
for granted, under the authority of Commissioners of 
Inland Revenue v. Holder (1932, 16 T.C. 540), that interest 
added to a banking account had been paid or should 
be deemed to have been paid; and the only question 
to be decided was whether it had been paid out of 
profits or gains brought into charge. The decision 
was that it had not. The case reached the House of 
Lords after the Lawrence Graham judgment had been 
given and, there, the Holder case was over-ruled, the 
House being unanimous that where interest is added to 
a banking account there is no payment of such interest. 
Whilst the reasoning of all the judgments is, in the 
writer’s opinion, equally applicable to all cases of 
capitalised interest, that of Lord Atkin admits of no 
doubt upon the subject. To quote from the report : 
“The ordinary man would, I think, say that so far 
from being paid they are added to the indebtedness 
because they are not paid : and I can see no reason why 
the law should say anything different.’’ Again, he 
remarked with regard to the precedent of Ex parte 
Bevan (9 Ves. 223), “‘ it does not appear from the report 
what was the nature of the debt or what were the 
occupations of either petitioner or debtor,”’ but that in 
Lord Eldon’s judgment there was no suggestion that the 
interest in question which had been capitalised had 
been paid. Lord Atkin also pointed out that in Jn re 
Jauncey (1926, Ch. 471), which was a case of mortgage 
interest, Russell, J., afterwards Lord Russell of Killowen, 
had said that “‘ the interest is not capitalised because it 
is in fact paid, but because it has in fact not been paid.”’ 
As a matter of fact, in Paton’s case the Crown won 


but got decidedly more than it bargained for; and, no 
doubt, there will be legislation upon the subject sooner 
or later. The present position is marked not only by 
inequities but by difficulty in administration. 


Schedule A—Property let on weekly tenancy but associated 
with house-1.:rchase scheme—Landlord’s right to terminate 
qualified—Whether landlord assessable—Income Tax Act, 
1918, Schedule A, No. VII, Rule 8. 

In Ellis & Sons Third Amalgamated Properties, Ltd. v. 
Jackson (K.B.D., October 10, 1940, T.R. 449) the 
appellants let premises at a weekly rent upon a weekly 
tenancy which could be terminated by either party on 
any Saturday by not less than seven days’ written 
notice ; but the landlord was not to give such notice 
unless the rent was in arrear for fourteen days or 
upwards, or the tenant had committed another breach 
of his obligations, or the landlord had given such notice 
three times before. The tenancy agreement provided 
that the tenant’s rights as a member of the society 
should not affect the relationship of landlord and tenant 
created by the agreement. By another clause, the 
relationship of landlord and tenant was not to affect 
the tenant’s rights in connection with his occupation 
for the issue to him of occupier loan certificates, and the 
privileges ancillary thereto conferred by the rules of 
the society. To have these privileges he had to become 
a member, and after thirty years was entitled to become 
the freehold owner of the premises. It appeared that 
the appellant company, originally registered under the 
Friendly Society Acts, had since become a limited 
company. 

The General Commissioners had decided that the 
premises were let for a period less than a year and that 
the appellants were, therefore, assessable in respect of 
them under Rule 8 of No. VII, Schedule A. Lawrence, 
J., affirmed their decision. 

He said that the right of the tenant to terminate, and 
the fact that it was expressly stated that his rights as 
a member were not to prejudice the relationship of 
landlord and tenant, made it quite impossible to say 
that the premises were not let for a period of less than 
one year within the meaning of Rule 8 of No. VII of 
Schedule A, or that the company was not the landlord © 
of the premises. 


Schedule D—Theatrical agents—Production of play— 
Damages received for breach of licence to produce— 
Whether capital or income. 

The case of Vaughan v. Archie Parnell and Alfred 
Zeitlin, Ltd. (K.B.D., October 10,1940, T.R. 451) is 
useful for the judge’s definite ruling upon the point of 
principle involved. The business of the respondent 
was that of theatrical agents and booking agents in the 
production of plays. It had acquired from a Mr. C. B. 
Cochran in connection with the play ‘‘ Cavalcade” 
what is called a “ production,” i.e., scenery, properties 
and costumes which had been used when it was produced 
at Drury Lane, and had paid therefor £1,000. It had 
also contracted for a licence to perform, or cause to be 
performed, the play in the United Kingdom for a period 
of five years and had undertaken to pay the licensors 
a royalty of 10 per cent. of the gross weekly receipts 
and also, by way of further royalty, 25 per cent. of the 
net profits of each and every tour, and to pay on account 
of the said 25 per cent. a sum of £2,500 which was not 
to be returnable. In the agreement, the lessors had 
agreed that no talking film should be made or done in 
the territory covered by the licence during the contract 
period except by mutual agreement between the parties 
thereto and the author. Unfortunately, it had been 
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forgotten by Mr. Cochran that he had already granted 
to Fox Films Incorporated the film rights and, in an action 
for damages, thé Téspondent had been awarded £5,000. 

The General Commissioners’ decision was that the 
sum was compensation for loss of capital value in the 
licence and was not income but capital. Lawrence, J., 
reversed this. 

He said that for the respondent company to succeed 
it was necessary to satisfy him that the licence was a 
fixed capital asset. The Crown contended that this 
was not the case and that nothing was paid under the 
agreement in royalty for the licence and that, even if 
anything had been paid, payments for licences had been 
treated rightly as debits against the profits of produc- 
tion. The company’s business was, among other things, 
the production of plays; and the getting of licences was 
incidental to this. Such licences could not properly 
be regarded as of such an enduring nature as to be in 
law capital assets. As against this it was contended 
that the £2,500 payable unconditionally was the purchase 
price of the licence. His own opinion was that the 
acquisition of a licence to produce plays was an ordinary 
business incident and that the acquisition of each licence 
did not constitute that licence a capital asset, but was 
merely the acquisition of stock-in-trade. Anything 
paid therefor was properly debitable against the profits 
of production. In the present case he found that no 
money was liable to be paid for the licence. 

The question whether damages for breach of contract 
are Capital or income clearly depends upon the particular 
facts of each case. The present decision, in effect, 
establishes that play production licences are not fixed 
but circulating capital consumed in the use and so 
chargeable in arriving at profits. Where they cover a 
period of years it does not necessarily follow that the 
whole amount is either debitable as an expense of the 
year of payment or apportionable upon a simple time basis. 


The Emergency 


In our November, 1939, issue we published the first 
instalment of a comprehensive guide to the war-time 
enactments and Orders which most concern the accountant. 
The series is brought up to date each month and the fif- 
teenth instalment is given below. The summaries are not 
intended to be exhaustive, but only to give the main content 
of an Act or Order, the full text of which should be consulted 
if details ave required. 


ORDERS 
FINANCE 
No. 2114. Acquisition of Securities (No. 7) Order, 1940. 
Holdings of a further sixty-seven American industrial 
securities, in respect of which returns have been made 
to the Bank of England, are to be acquired by the 
Treasury. 
Nos. 2050, 2079. Regulation of Payments (General 
Exemptions) (Amendment) Orde s, 1940, Nos.6 and 7. 
Nos. 2051, 2080. Regulation of Payments (Turkey) and 
(Spain) Orders, 1940. 
The system of regulation of payments is extended to 
Turkey, and to Spain and Spanish possessions. 
No. 1991. Blocked Accounts (Authorised Investments) 
Order, 1940. 
Sums standing to the credit of a blocked account 
may be invested in certain Government securities. 
(See AccounTANcy, December, 1940, p. 52.) 
LIMITATION OF SUPPLIES 
No. 1984. Limitation of Supplies (Woven Textiles) 
(No. 3) Order, 1940. 
No. 2048. Limitation of Supplies (Woven Textiles) 
Order, 1940. Amendment to the General Licence 
dated September 30, 1940. 
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LETTER TO THE EDITOR 


Excess Profits Tax 


DEAR S1r,—I would like to suggest that a revised rate of 
excess profits tax and special treatment for hard cases could 
be largely achieved in one stroke by allowing the taxpayers 
to retain a proportion of excess profits measured by the 
percentage increase over their standard profits. A simple 
80 or 90 per cent. would not meet many of the hard 
cases. If, however, there were a graduated scale similar to 
the graduation of sur tax there would be an incentive to 
profit making as well as a relaxation of the present drastic 
method whereby every penny piece over a certain, very 
often arbitrary, figure is taken. My idea is that an increase 
of, say, 25 per cent. should be taxed to the tune of, say, 50 
per cent. excess profits tax, the next 25 per cent. at, say, 
75 per cent., the next 25 per cent. at 90 per cent., and the 
balance at 95 per cent. This graduation would meet many 
hard cases, though no doubt some would still need special 
treatment. A little subtlety would thus be introduced into 
the tax and there would not be that feeling conducive to waste 
and inefficiency fostered by the present 100 per cent. which 
is far too drastic in its action. After all, these excess profits 
are in most cases earned by the expenditure of a good deal of 
extra energy and it seems only right that there should be 
some reward. I cannot but feel that the war effort is bound 
to be hampered if the incentive is removed while nothing is 
put in its place. In addition far too much time is being 
wasted by business men thinking and worrying about E.P.T.— 
if they were made to feel that the tax was fair in its operation 
they would forget about it and get on with the job with more 
energy and fruitful results. 


St. Dogmaels, Yours faithfully, 


Nr. Cardigan. (Signed) W. VF. WHELAN. 


December 19, 1940. 


Acts and Orders 


Amendments are made in the scheme of limitation of 
woven textiles, and in the licence for replacement of 
goods that have suffered war. damage, in respect of silk 
piece goods and made up goods. 

(See AccountTANcy, November, 1940, p. 31.) 


No. 2031. Limitation of Supplies (Miscellaneous) (No. 5) 
Order, 1940. 

The limitation of supplies of numerous goods other 
than woven textiles is continued, in substantially the 
same form, for the period December 1, 1940, to May 31, 
1941. The standard period is December 1, 1939, to 
May 31, 1940, and the percentages by value of goods 
then supplied which may be supplied in the current 
period have been drastically reduced. 

No. 2049. Limitation of Supplies (Miscellaneous) (No. 5) 
Order, 1940. General Licence dated December 1, 1940. 

Where controlled goods in the possession of an un- 
registered trader have suffered war damage, he may 
serve on his registered supplier a declaration in dupli- 
cate in the prescribed form, and further goods may then 
be supplied to him in addition to the normal quota. 

(See AccouNTANCY, December, 1940, pp. 38 and 52.) 


WAR RISKS INSURANCE 


No. 2015. War Risks (Commodity Insurance) (No. 9) 
Order, 1940. 

The premium under’ the commodity insurance scheme 
for the three months commencing December 3, 1940, is 
at the rate of three-eighths of 1 per cent. per month, 
with a minimum premium of 7s. 6d. for a policy issued 
for one month or 22s. 6d. for a longer period. 

(See Accountancy, November, 1940, p. 31.) 
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FINANCE 


The Month 


Considering the excellence of the political news from 
the Mediterranean and the increasingly manifest desire 
of the United States to render this country every 
possible assistance, the behaviour of the security markets 
was not altogether brilliant in the weeks before Christ- 
mas. This applies particularly to industrials, which 
for some weeks past have been hanging fire at a level, 
as measured by the Financial News ordinary share in- 
dex, of around 70. There is, indeed, a widespread feeling 
that the recovery of recent months has carried industrials 
to levels which stand in reasonably close relationship 
with fixed interest prices, notwithstanding the per- 
sistent strength of the gilt-edged market. It is true that 
the margin between industrial yields and those on Gov- 
ernment stocks has widened appreciably since the 
beginning of the year. Disregarding the momentary 
slump below 50 at the time of the French collapse, 
it may broadly be said that the Financial News Index 
has recovered since July from 60 to 70; but at the end 
of February, when Government securities, if not fixed- 
interest stocks as a whole, were slightly below recent 
levels, the index at one point rose above 80. In terms 
of yield. this means a widening of roughly one point 
in the margin between gilt-edged and equity yields— 
6} to 7} per cent. can now be obtained on good class 
industrials, as compared with less than 3} per cent. on 
Government securities. Even this substantial differ- 
ence, however, does not seem without justification 
in the present circumstances. It must be remembered 
that in the meanwhile E.P.T. has been raised from 60 
per cent. to 100 per cent. Even if the rate (as lately 
rumoured) should be reduced again, in the interest as 
much of efficiency as of equity, it is unli.ely that 
companies would be permitted to pay out ny larger 
share of their additional retained earnings. A popular 
suggestion is that these should be compuls»rily invested 
in Government issues and blocked for ost-war use. 
In addition, February fell within the period of passive 
war, when the market was encouraged to value perhaps 
too lightly the threat to industrial plant of air attack, 
a threat which has since become actual and has been 
emphasised in recent weeks by the assault on Coventry 
and other provincial cities. That equities have never- 
theless held so firm is evidence that the market is not 
unduly impressed by Nazi fantasies about the resulting 
damage. On the other hand some industries, particu- 
larly the distributive trades, will necessarily experience 
contractions in scale and turnover through the operation 
of the Limitation of Supplies Order, another factor 
which must be borne in mind in assessing present share 
yields. 


Bank Deposits and Gilt-Edged 


The gilt-edged market goes from strength to strength, 
War Loan having this month reached a new high 
since before Munich of over 103. Once again it must 
be emphasised, however, that the basic reason for this 
continued firmness is to be found in the process of 
credit expansion to finance the uncovered Government 
deficit and the resulting weight of investment money. 
This process was evident during December in two 
specific factors—the payment of the War Loan dividend 
of £33,000,000 gross and the requisitioning of a further 
batch of foreign securities, estimated to cover holdings 
of some £40/50 million. But it is the general expansion 
of bank deposits, and not the release of individual 
amounts seeking immediate reinvestment, which is the 
important factor in this context. During November, 
clearing bank deposits (allowing for a contraction in 
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transit items) rose by a further £50 million to a new 
high of £2,702 million. Considering the steady ex- 
pansion in supply expenditure to an average appre- 
ciably above £80 million in recent weeks, the recourse 
to bank credit was on a moderate scale, to be explained 
only by exceptionally heavy extra-budgetary receipts, 
Nevertheless, last month’s rise makes a cumulative 
expansion of some £450 million since war began ; and 
the strength of gilt-edged is its own proof that the recent 
expansion has not been needed to satisfy any enhanced 
demand for liquid assets. Fortunately, the bulk of the 
additional deposits have probably been retained by 
companies and other institutional investors through the 
operation of 100 per cent. E.P.T. and other increased 
taxation. At the same time, the aggregate of individual 
balances must have increased to some extent—a situa- 
tion which is hardly conducive to the reduction in spend- 
ing which is needed if the more stringent limitation of 
supplies to the home market is not to set up inflationary 
tendencies. 


The Case for Kaffirs 

Though it is held that current industrial yields are 
now reasonably in alignment with those on fixed- 
interest securities, it is questionable whether this applies 
equally to all the outside groups, and in particular to 
South African gold-mines. Allowing for Dominion 
income tax, many established producers of comparatively 
long life (such as East Geduld and Brakpan) offer 
yields of close on 10 per cent., and returns even above 
this level have been obtainable on other sound shares, 
such as S.A. Lands. There is no doubt that the gold 
scare of 1937 left an aftermath of distrust in the future 
of gold that has not, been dispelled by the continued 
accumulation of the metal in the United States, which 
now holds some 80 per cent. of the entire world stock. 
Official American pronouncements, however, have 
explicitly repudiated any intention of seeking to stem 
the inflow by abandoning the use of the metal 
or reducing its price. This attitude has recently 
found ‘expression in Mr. Marriner Eccles’s proposal 
(before the Roosevelt plan was announced) that America 
might grant this country a loan secured on the gold 
output of the British Empire for the next five years. 
Thus, the Rand industry would seem to possess an 
assured market at a fixed dollar price, and in addition 
free from 100 per cent. E.P.T. and removed from any 
immediate liability to air bombardment. On the other 
hand, it is admittedly already heavily taxed and subject 
to a general political risk which cannot be ignored, 
but it is open to argument whether these adverse factors 
justify the yields named. Another group which is 
considered still to hold possibilities is that of tin shares, 
where yields of 15 or 20 per cent. are obtainable on 
sound shares, even though the industry is practically 
assured of capacity output for the duration of 
the war. 


More Foreign Bond Defaults { 

Politics and economics necessarily march hand in 
hand. For the British investor, one unpalatable re- 
flection of current political developments has been a 
series of defaults on the sterling indebtedness of various 
foreign countries, of which several more have been 
announced in recent weeks. Following hard on the 
announcement of Hungary’s formal adhesion to the 
Axis, for example, came the announcement of a sus- 
pension of interest on all external loans—with the 
small but significant exception of one dellar issue. 
Undoubtedly in retaliation for the blocking of Baltic 
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balances in this country, the Soviet Government failed 
to meet the Novémber payment on the maturing Lena 
goldfields notes, and is presumably to be considered 
responsible for the default on the City of Riga Loan of 
1913 coupon. Not all of the recent defaults, fortunately, 
have been so purely political in their motivation. 
Thus, although the Bulgarian Government has not 
transferred the sterling payment recently due on the 
{1,779,100 of 74 per cent. Sterling Bonds of 1928, it is 
a gesture of goodwill that the leva equivalent has 
been transferred to the National Bank, evidently for 
eventual transfer. In the meantime, the failure to 
transfer is understandable in view of the present im- 


LAW L 
— egal 
EXECUTORSHIP LAW AND TRUSTS. 

Administration—Annuities free of tax—Rate of income 
tax and allowances. 

in view of the high and increasing rates of income 
tax, it is particularly important to determine the proper 
date at which the computable rate of tax is payable in 
cases of annuities given by will free of income tax. 
In Re Ball (1940, 4 All E.R. 245) the facts giving rise 
to a summons before Farwell, J., were: The testator 
by will gave to his wife, his son and his daughter the 
sum of £200 per annum for life free of tax with rights of 
survivorship, and also an annuity of £100 to his sister 
for life. The son died after the testator’s death but 
before the date of the summons. Questions were raised 
whether the annuities had to be valued and, if so, at 
what date; also, for valuing an annuity free of income 
tax, whether the tax should be at the standard rate 
payable at the testator’s death or at the date of the 
order, and whether allowances to which the annuitant 
might be entitled ought to be taken into consideration. 
Farwell, J., held that the proper date for valuing the 
annuities was the date of the order, namely, October 16, 
1940, although that was rather hard on the estate of 
an annuitant who died on April 6, 1940. Up to the 
date of the order the annuitants were entitled to the 
sums they would have received in respect of the 
annuities, taking tax allowances into consideration. 


Inheritance (Family Provision) Act, 1938—Provision for 
husband who gave up employment. 

By this time testators should be well aware of the 
Act of 1938, which to some extent fetters their power to 
benefit whom they please. Several cases under the Act 
have come before the Courts, but the Courts’ discretion 
is so wide, and so much depends on the peculiar circum- 
stances of each case, that few general principles can be 
abstracted from them. Usually one might assume that 
an application by a husband for provision under his wife's 
will would fail. In Re Silvester (1940, 4 All E.R. 269), 
however, a husband's application succeeded. The 
circumstances were exceptional. He had married the 
testatrix in 1913 when he was 42 years of age and was 
earning his living as manager of licensed premises. He 
gave up his employment to devote himself to his wife. 
She kept no servants and he did all the house work and 
nursed his wife when she was ill. He was therefore 
prevented from making any provision for his old age. 
They lived amicably together, in reasonable comfort. 
The testatrix died in February, 1940. She left him an 
annuity of £52 and he was 68 years old. The testatrix 
gave her residuary estate to charities, after giving 
larger annuities to her sister and brother and also 
pecuniary legacies. Farwell, J., made an order directing 
that out of the income of the estate there should be 
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pediments in the way of Bulgarian exports to this and 
other free exchange countries. Similarly, the decision 


' of the Chilean Government to suspend sinking fund 


payments on its external debts (the service of which is 
secured on revenue from copper and nitrate) would 
seem to be partly explicable by the far from prosperous 
state of the latter industry, though copper exports to the 
United States should have been satisfactory enough. 
The official announcement points out, however, that 
Chile is engaged on a programme of reconstruction 
following the recent earthquake, and the hope is ex- 
pressed that the suspension will prove of temporary 
duration. 


Notes 


paid to the widower during his widowerhood an 
additional {3 per week, subject to the provision against 
alienation contained in the will in respect of the original 
£52 per annum, but free of legacy duty. 


Inheritance (Family Provision) Act, 1938—No provision 


* for husband—Legacy to daughter. 


Another recent application by a husband under this 
Act was made in Re Pointer (1940, W.N. 348). Husband 
and testatrix had been married for 56 years and separated 
for 46 years (she had left her husband). He had had 
custody of the two children of the marriage and had for 
a time made the testatrix an allowance. Testatrix 
died in 1939, leaving an estate of £15,000; she gave 
nothing to her husband, who was 83 and had an income 
of £330 per annum. She gave £1,000 to her daughter, 
aged 55, who was married but separated from her 
husband; the daughter was incapacitated and in 
straitened circumstances. Morton, J., ordered that the 
income of 30s. per week, or one-fifth of the net residuary 
estate (whichever was the smaller) be paid to the daughter 
for life ; but he imposed a condition under Section 1 (i) 
of the Act that she should inform the trustees if from 
any source she received an income at any time exceeding 
£200 per annum. As regards the husband, the Court 
ordered that the income of one-fifteenth of the residuary 
estate, or 5s. a week, whichever was the smaller, be paid 
to him for life. 


Whether option to purchase shares given by will is exercis- 
able by assignees or executors of donee. 


In ve Sykes, Younghouse v. Sykes (1940, W.N. 336), 
the Court of Appeal (Luxmore, L.J., dissenting) dis- 
missed the appeal from a decision of Bennett, J. The 
testator by his will in 1911 gave his son the option of 
purchasing shares in the testator’s company, the value 
to be estimated at par. On the testator’s death in 
1916 part of his estate consisted of 300 shares of £10 
each, registered in the son’s name; the company was 
subsequently converted into a private company. In 
1932 the son assigned the benefit of the option to 
trustees. The son died in 1939 without having exercised 
the option. By that date the shares were worth more 
than twice their par value. Both the executors of the 
son and the trustees of the deed of 1932 had given 
notice to the trustees of the testator’s will claiming to 
exercise the option to purchase at par value. The 
majority of the Court of Appeal held that the testator 
had given the option to his son alone and that it could 
not be exercised by his executors or assignees. On 
the question of construction they affirmed the decision 
of Bennett, J., though they did not agree that he was 
bound by authority to hold that an option given by 
will, as distinguished from one created by contract, was 
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prima facie personal to the donee. Each case must 
depend on the language used by the testator. 


Valuation of residuary estate—whether directions in will. 

It is well settled that in the absence of any indication 
to the contrary concerning the date at which an estate 
is to be valued for the purpose of distribution, the 
general rules of administration apply, the valuation 
being made at the date of the testator’s death. In 
ve Oram (1940, 4 All E.R. 161) Bennett, J., decided 
that the will contained no such directions. The tes- 
tator directed the sale and conversion of his real and 
personal residuary estate with power to postpone. He 
gave his residuary estate, after payment of funeral and 
testamentary expenses, debts, legacies, etc., upon trust 
to be divided into two parts “‘in such a way that the 
value of one part shall exceed the value of the other 
part by exactly £30,000."". The smaller share was given 
to A.E.O. absolutely and the larger share was settled 
on trust. The testator died in 1937. Between July, 
1938, and January, 1939, certain investments had been 
transferred to the settled share and the trustees had 
transferred to A.E.O. the same nominal amount of those 
investments. Investments had substantially depreciated 
since the testator’s death and the trustees wished to 
make a final distribution. The Court was asked to 
decide whether the valuation for the purpose of dis- 
tribution should be made as at the testator’s death or 
at the date of distribution. Finding no directions in 
the will to the contrary, Bennett, J., held that the 
valuation should be made at the date of the testator’s 
death. 


INSOLVENCY. 
Bankruptcy—Proof of debts—Postponement 
lender’s debt. 

Under the Bankruptcy Act, 1914, Section 66 (i), where 
a debt proved includes interest, interest beyond 5 per 
cent. is postponed for the purpose of dividends, though 
not for the purpose of proof. But this provision is 
varied by the Moneylenders Act, 1927, Section 9. In 
Re Lascelles (1940, 4 All E.R. 272) the above sections 
gave rise to difficulty in an appeal by the trustee in 
bankruptcy to the Divisional Court. The respondents, a 
moneylending company, advanced to the debtor £2,000 ; 
she gave a promissory note on September 20, 1938, 
promising to pay that sum together with interest thereon 
at 45 per cent. per annum by consecutive quarterly 
instalments of £400. In case of default she promised 
to pay on demand the whole, balance of the £2,000 then 
outstanding and interest. A receiving order was made 
against her in April, 1939, and she died in May, 1939. 
On June 7, 1939, an order was made for administration 
of’ her estate in bankruptcy. She had deposited 
security with the company, valued at £500, appro- 
priated as to £394 Is. 10d. to principal and £105 18s. 2d. 
to interest, so that £1,265 9s. 8d. was due in respect 
of principal and £340 3s. in respect of interest. The 
trustee admitted proof against the estate of 
£1,605 12s. 8d., but marked it for the purpose of 
dividend at £1,265 9s. 8d. in respect of the principal 
due at the date of the receiving order and postponed in 
respect of interest under Section 66 of the Bankruptcy 
Act, 1914. He postponed interest because, as the 
creditors had already received interest at a higher rate 
than 5 per cent. per annum, they could not rank for 
dividend for further interest until all other debts had 
been paid in full. The creditors appealed to the County 
Court and the judge allowed the creditors to rank for 
dividend ‘for the balance of principal, namely, 


Monevy- 


£1,265 9s. 8d., and in addition interest on such unpaid 
balance to date of receiving order at 5 per cent. per 
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annum, namely, one-ninth of £340 3s., calculated at 45 
per cent. per annum.”’ The trustee appealed, and the 
Divisional Court held that he was right and that the 
creditors could not rank for dividend for any further 
interest. 


COMPANY LAW. 


Debenture—Winding-up after appointment of receiver— 
Preferential debts—Companies Act, 1929, Sections 78 and 
264. 


In Re Griffin Hotel Co., Lid. (1940, 4 All E.R. 324), 
Bennett, J., decided a question on the construction of 
Sections 78 and 264 of the Companies Act, 1929. The 
facts were: In November, 1937, the first defendants 
issued a debenture to the plaintiffs containing a charge 
by way of floating security, including uncalled capital, 
to secure repayment of a principal sum of £45,000 and 
further advances with interest. In December, 1938, the 
plaintiffs issued a writ to enforce their debenture and an 
order was made appointing a receiver and manager of 
part only of the property then subject to the debenture, 
the remaining property being purposely excluded as it 
was subject to prior charges. In March, 1939, a winding- 
up order against the company was made by the Court 
and in July, 1939, the plaintiffs obtained judgment 
ordering an enquiry as to the debts and liabilities of the 
company which, under Sections 78 and 264, were pay- 
able out of the property subject to the floating charge 
in priority to the moneys secured by the debenture. 
The registrar’s certificate showed that debts due to 
nineteen of the thirty cteditors were incurred after the 
receiver's appointment and were outstanding at the 
commencement of the winding-up. None of these 
debts was incurred in connection with property of which 
the receiver was appointed. The plaintiffs sought an 
order that those debts were not entitled to priority. 

It was held that Section 78 did not exclude the 
operation of Section 264 (4) (b), which provides that so 
far as the company’s assets available for payment of 
general creditors are insufficient, defendants with 
statutory priority under the section shall have priority 
over the claims of debenture holders under any floating 
charge created by the company, and be paid accord- 
ingly out of any property comprised in or subject to 
that charge. To that extent preferential debts incurred 
after the appointment of a receiver and before the 
winding-up enjoy priority over claims of debenture 
holders. Section 264 (4) (b) only operates if at the 
winding-up there is still a floating charge created by 
the company. The charge crystallised on the receiver's 
appointment, and creditors were not entitled to any 
priority in respect of the proceeds of that property. 
They were entitled to priority in respect of property 
excluded from his appointment, but owing to prior 
encumbrances that was of no value to them. 


The headquarters of the Board of Trade is Millbank, 
London, $.W.1, and the telephone number is Whitehall 5140. 
* * * 


The address of the Industrial Supplies (Registers) Depart- 
ment is now at the Carlton Hotel, East Cliff, Bournemouth 
(Telephone No.: Bournemouth 7210). All future com- 
munications regarding the Limitation of Supplies (Miscel- 
laneous) Orders, 1940, and the Limitation of Supplies (Woven 
Textiles) Orders, 1940 (which have succeeded the Piece Goods 
and Made-up Goods (Cotton, Rayon and Linen) Order, 1949), 
should be sent to that address. 
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GOVERNMENT CONTRACTS (TAXATION) 

Sir J. Mellor asked the Chancellor of the Exchequer 
whether he will instruct collectors not to demand payment 
of taxes assessed on profits arising out of a contract between 
a taxpayer and a Government ment until the tax- 
payer has received from the Department the amount subject 
to the assessment ? 

Sir K. Wood: It is not possible to lay down any hard 
and fast ruling in the matter, but my hon. Friend may rest 
assured that proper regard is had to any representations put 
forward by the taxpayer, and that if a taxpayer to whom 
money is due under a Government contract is for the time 
being unable to pay his tax, the collector will be prepared 
to allow him all reasonable latitude in meeting his liability. 


EXCESS PROFITS TAX 

Mr. Rostron Duckworth asked the Chancellor of the 
Exchequer whether his attention has been called to the 
widely different effect of the Excess Profits Tax on com- 
panies having a saitsfactory standard for this purpose and 
those having an unsatisfactory standard ; and whether, in 
view of the fact that the existence of such widely different 
standards in many cases bears no relation to the efficiency 
of the company concerned but is due entirely to the particular 
trade conditions affecting that company during the period 
chosen for the calculation of standard profits, he will amend 
the basis of the tax ? 

Sir K. Wood : I would remind my hon. Friend that the 
Excess Profits Tax provides for the grant of substituted 
standards of profit in cases where the actual profits of the 
standard year were too low to constitute a reasonable 
standard and that, following representations made on behalf 
of the industry, the provisions relating to substituted 
standards were recently modified by Section 27 of the 
Finance Act, 1940. 

Mr. Simmonds: Will my right hon. Friend bear in 
mind, particularly in the next few months, that this Excess 
Profits Tax is at present causing a serious drag upon many 
industrial concerns which could otherwise make a greater 
effort in the national interest ? Will my mght hon. Fnend 
try to revise it more on the basis of common sense and 
equity ? 

Sir K. Wood: I have received many representations to 
that effect. 


EXCESS PROFITS TAX (WORKING PROPRIETORS) 

Sir A. Maitland asked the Financial Secretary to the 
Treasury whether the claim of a person to be a working 
proprietor under the Finance (No. 2) Act, 1939, will be 
prejudiced by such a person devoting as much time and 
energy as possible in the present emergency to such voluntary 
organisations as the Home Guard, air-raid precautions, etc. ? 

Captain Crookshank: The definition of ‘ working 
proprietor ’’ for Excess Profits Tax purposes requires that 
the person concerned shall work full time in the actual 
management or conduct of the trade or business. Where 
this condition is substantially satisfied, the position would 
not be prejudiced if spare time were devoted to organisations 
such as those mentioned. 


TAX LIABILITY (WAR LOSSES) 

Sir W. Brass asked the Chancellor of the Exchequer 
whether he is aware that considerable hardship is being caused 
as a result of the threatening attitude of the Inland Revenue 
Department in cases where individuals have lost everything 
as a result of the declaration of war; and whether he will 
consider giving instructions that careful examination should 
be given to each case where it is proved that the loss of 
income is the direct result of the declaration of war and that 
the payments did not fall due for payment until after such 
declaration ? 

Sir K. Wood: No, Sir. It is the practice of the Inland 
Revenue Department to give careful and sympathetic con- 
sideration to any case in which it is represented that a tax- 
payer is unable to meet his liabilities because of war losses. 
If my hon. Friend knows of any case of hardship such as he 
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describes, and will give me the particulars, I shall be happy 


to inquire into it. 
- PURCHASE TAX 

Sir R. Gower asked the President of the Board of Trade 
whether, since some large multiple concerns are openly 
advertising the fact that they are not charging Purchase 
Tax on any goods, this in any way prejudices the reduction 
of purchasing by the public which was: the declared object 
of the tax; and whether it is permissible and desirable to 
pay the Purchase Tax out of taxable profits ? 

Major Lloyd George: As my right hon. Friend the 
Chancellor of the Exchequer explained in an¢wer to a question 
by the hon. Member for Frome (Mrs. Tate) on August 13, 
the Purchase Tax is designed to create additional revenue. 
The volume of goods available for purchas¢ by the public is 
subject to various forms of restriction such as the Limitation 
of Supplies Orders and the raw materials controls. Subject 
to the provisions of the Prices of Goods Acttit is a matter for 
individual traders to decide to what extent the imposition 
of the tax justifies an increase in their prices. 

Sir H. Williams asked the Chancellor of the Exchequer 
whether a retail trader who sells goods free of tax upon 
which he has paid Purchase Tax is entitled to charge the 


-Purchase Tax as a legitimate business expense against the 


taxable income of his business for Income Tax and Excess 
Profits Tax purposes since it is a gift and not part of the cost 
of the goods ? 

Captain Crookshank : The Purchase Tax is part of the 
cost of goods to a retail trader, and this cost falls to be 
deducted like all other costs in computing his profits, irre- 
spective of the price at which the goods may be sold. 

Mr. Liddall asked the Chancellor of the Exchequer whether 
there is to be any recompense for stock damaged before sale 
on which Purchase Tax has been collected ? 

Captain Crookshank : My right hon. Friend is aware of 
certain cases of the kind referred to by my hon. Friend but 
he regrets that it would be impracticable to make any 
special provision for this type of case. 

WAR RISKS (COMMODITY INSURANCE) 

Mr. Salt asked the President of the Board of Trade 
whether he will assist manufacturers who have lost their 
stocks owing to enemy action by issuing instructions that, 
on production of a certificate of the firm’s accountant, or 
reasonable proof of the loss sustained, at least half the 
amount insured under the War Risks Insurance Act, 1939, 
shall be paid forthwith so that the firm will be able to avoid 
dismissal of its staff and can make arrangements for recom- 
mencing its business without delay and unnecessary 
anxieties ? 

Major Lloyd George : The Board of Trade are anxious 
to do whatever is possible to minimise the inconvenience to 
persons who have suffered losses which are recoverable under 
the Commodities War Risks Scheme and arrangements of the 
kind suggested by my hon. Friend are, in fact, already in 
operation, as I indicated in reply to a question by the hon. 
Member for the City of London (Sir G. Broadbridge) on 
October 24. 


DAMAGED PROPERTY (BUILDING SOCIETY 
MORTGAGES) 

Mr. Brooke asked the Attorney-General whether there is 
any regulation under which a person who is buying a house 
through a building society and has it rendered uninhabitable 
by enemy action, is affected in his legal obligation for full 
and prompt payments to the society ? 

The Attorney-General : There is at present no legislation 
in force which gives to a mortgagor from a building society 
relief of the nature described by my hon. Friend. A measure 
of protection against a building society which took the 
unusual course of pressing a mortgagor in such circumstances 
would be afforded by the Courts (Emergency Powers) Acts. 
The Government have, however, under consideration a 
scheme for giving relief to debtors whose financial position 
has been seriously affected by the war, and this scheme 
would certainly extend to the class of mortgagors to which 
the question relates. 
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Society of Incorporated Accountants 


MEMBERSHIP 


The following promotions in and additions to the mem- 

bership of the Society have been completed :— 
ASSOCIATES TO FELLOWS 

Anderson, Walter, Liverpool, Practising Accountant ; 
Carter, James Burton (Stanley Wallis, Carter & Co.), 
Nottingham, Practising Accountant; Hughes, William 
Ellis, London; Lazenby, Harold (Sir Charles H. Wilson 
& Co.), Leeds, Practising Accountant ; McMinn, William 
Henry (Fredk. C. Crosland & Co.), nr. Leeds, Practising 
Accountant; Stephenson, Herbert, Leeds, Practising 
Accountant ; Wright, Edward Alfred (Alfred Wright & 
Co.), London, Practising Accountant. 

ASSOCIATES 

Aslett, Norman William, with Carter, Clay & Lintott, 
Basingstoke; Beattie, Robert Barham, with J. & R. 
Morison & Co., Perth; Bennett, Sidney James, with 
H. Bartlett & Co., London; Berrisford, Henry John, 
with Bourner, Bullock & Co., Stoke-on-Trent; Boohan, 
Daniel Ernest, with Walter Johnson & Partners, Swindon ; 
Broad, Robert William, with F. Phillips & Co., London ; 
Brown, Arthur, with Alfred Brown & Co., Manchester ; 
Brown, Stanley Aubrey, Borough Treasurer's Office, 
St. Helens; Bumstead, Francis Albert Stephen, with 
Tribe, Clarke & Co., Bristol; Burstow, William John, 
with Cox, Smith & Co., London ; Careless, Stanley James, 
with J. Edgar Jordan & Co., Wolverhampton ; Chapman, 
Wilfrid Longstaff, with William S. Ogle, Sons & Porter, 
London ; Clough, Sydney, with J. Butterworth, Borough 
Treasurer, Wigan; Copper, Harold Philip Tull, with 
Edmonds, Clover & Jones, Eastbourne; Das, Manindra 
Chandra, B.A., formerly with A. M. Roy, Calcutta; 
Douglas, Joseph Kenneth, with F. A. Cawson Webster 
and Co., Liverpool; Ellsworth, Arthur Clifford, with 
O. G. Taylor & Garbutt, York; Fletcher, Eric, with 
Groome & Ramsdale, Manchester; Fullwood, Norman 
Edward, formerly with A. E. Smith, Doncaster; Gilbert, 
Arthur Ernest, with Parsons & Jolliffe, Newport, Mon. ; 
Govett, Edward Keith, Poole; Grammer, Donald 
Ernest, with Cash, Stone & Co., London ; Gunby, Stanley 
John, with Alfred G. Deacon & Co., Leicester; Halley, 
Edward, Waterford, Eire, Practising Accountant; Har- 
greaves, Frank, with Thomson, McLintock & Co., Man- 
chester; Harvey, William, Assistant Town Clerk, New- 
townards; Haslam, Thomas, Dorchester; Helmore, 
Kenneth William, with Mial’ Sovage, Avery & Co., London ; 
Holt, Samuel, Borough Treas\\rcr s Office, Bury ; Hughes, 
James Leonard, with Langiun & MacConnal, Liverpool ; 
Jenkins, Leslie Walter, Finance Department, Crayford ; 
Kernaghan, Frederick Livingstone, with Crawford and 
Allen, Belfast; Keyworth, John Stuart, with Hodgson, 
Harris & Co., Grimsby; Lane, Ronald William, with 
Brooke-Smith, Burridge & Co., Bristol; Leary, William 
Richard Davis, with J. H. Barton, Dublin; Lee, Richard 
Trapnell, with Thomas W. Watts, Middlesbrough; Lees, 
Frederick William, with Hartley, Turner & Son, Man- 
chester; McElvaine, William Frederick Johnson, with 
Crawford & Allen, Belfast ; McEwen, Henry, with Hindley, 
Hamer & Co., Manchester ; Metcalfe, Stanley, with Thomas 
W. Watts, Middlesbrough ; Moore, Derrick Philip, with 
Daffern & Co., Coventry ; Porter, Robert William, 
Borough Treasurer's Department, Slough ; Porter, 
Victor Henry, with Payne, Stone, Fraser & Co., London ; 
Powis, George MacKenzie, with Gibson, Hyslop & Co., 
Cape Town; Quail, Harry, with Hodgson, Harris & Co., 
Hull; Ramsden, Norman Wilfred, with Herbert 
Haley, Son & Co., Bradford; Randall, Robert, Radcliffe 
(Lancs.) ; Ray, Alfred George, with Ronald R. Nash & Co., 
London; Rhodes, Joseph Glyn Pashley, with Rhodes, 
Stringer & Co., Bradford ; Rogers, Arthur Norman, with 
Prideaux, Frere, Brown & Co., London; Scott-Taggart, 
Jack Harry, Borough Treasurer, Berwick-upon-Tweed ; 
Shah, Jayantilal Sankalchand, B.Com., formerly with 
Dalal & Shah, Bombay ; Smith, Frank, with Peat, Marwick, 
Mitchell & Co., Leeds ; Smith, Harry, Borough Treasurer’s 
Department, Watford; Spence, Laurence Johnston, 
formerly with T. H. Rowland, Stockton-on-Tees; Srini- 
vasan, Hiremagular Ramiengar, M.A., formerly with 
S. R. Mandre, Bangalore; Sullivan, Charles, with H. B. 
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Brandon & Co., Belfast ; Swan, Stanley, with A. J. Ingram 
and Co., Sunderland ; Swinburne, Ernest, with Laverick, 
Walton & Co., South Shields; Thomas, John Stanley, 
with Larking & Larking, Canterbury ; ; Trimmer, Edward 
Bertie, with Deloitte, Plender, Griffiths & Co., London: 
Ward, Stanley, with E. Turner & Co., Rochdale ; West- 
away, Ronald Fred William, with J. F. Mallabar & Co, 
London; Williams, Alfred, with Peat, Marwick, Mitchell 
and Co., Newcastle-upon-Tyne; Young, Ernest John, 
with Jones, Robathan, Thompson & Co., Chalfont St. Giles. 


DISTRICT SOCIETY 


DEVON AND CORNWALL 

Mr. G. E. L. Whitmarsh, F.S.A.A., gave a short talk on 
“War and the Accountancy Profession’? at a luncheon 
meeting of the Incorporated Accountants’ District Society 
of Devon and Cornwall on December 5. No official guests 
were present, but the response by members was extremely 
gratifying, and it is hoped to hold further luncheon meetizgs 
in future months. 


REMOVALS 


Mr. Henry R. Frost, Incorporated Accountant, has removed 
his offices to 10, Queen Street, London, E.C. 

Messrs. Arthur M. Hobbs & Co., Incorporated Accountants, 
announce a change of address to 9, Cavendish Square, W. 

Messrs. Walter J]. Edwards & Co. announce that they have 
removed from Birmingham to 15, Bridge Street, Walsall, 
where they are now conducting their practice. 


PERSONAL NOTES 


Mr. F. A. Webber, O.B.E., J.P., F.S.A.A., Hon. 
Secretary of the West of England Dsitrict Society of 
Incorporated Accountants, has been appointed a mem- 
ber of the Council of the University of Bristol. 

Mr. F. A. Crew, A.S.A.A., after having held the 
appointments of Secretary and subsequently of Manager 
in London of the Zinc Corporation, Ltd., has recently 
been elected to a seat on the board. 

Messrs. Wilson, Savage & Co., Incorporated Accountants, 
of Moorgate Station Chambers, Moorfields, London, advise 
that the partnership existing between Mr. S. H. Wilson and 
Mr. L. C. Savage has been dissolved by mutual consent as 
from September 30, 1940. Mr. S. H. Wilson will continue 
to practise under the Boo of S. H. Wilson & Co. at 133, 
Wades Hill, London, N., and Mr. L. C. Savage will practise 
in future under the style of L. C. Savage & Co. at Cathedral 
House, 8, Paternoster Row, London, E.C. 


SCOTTISH NOTES 


Reduction of Municipal Rents 

A resolution passed by Dundee Town Council reducing 
the rents of houses erected by the Corporation under the 
Housing Acts by 10 per cent. as from May 28, 1937, was held 
by the First Division of the Court of Session on December 13 
to be contrary to law. 

The question of the validity of the reduction of the rents 
was raised in a stated case and submitted by the Secretary 
of State for Scotland on the application of the Corporation. 
The reduction had been recommended by a committee and 
was approved by the Town Council by 18 votes to 17. The 
auditor appointed by the Secretary of State, Mr. Sydney 
Milne, C.A., on June 23, 1939, made an interim report to the 
effect that the reduction, in his opinion, was contrary to law, 
in respect that the reduction did not appear to be in con- 
formity with Section 47 of the Housing (Scotland) Act, 1935. 
The Secretary of State intimated to the Town Council that 
he proposed to determine that the reductions mentioned 
were not in conformity with the section referred to, but in 
the circumstances did not propose to make a surcharge. 

The Division answered the question put to them to the 
effect that the resolution of the Town Council was illegal. 
The ground of the decision was that when the Corporation 
passed the resolution in question they had not, as required 
by the statute, taken into consideration the rents “‘ ordinarily 
payable by persons of the working class in the locality.” 
The local authority’s duty to take into consideration such 
rents applied not only to a first fixing of rents but to all 
subsequent fixing of rents by way of review. 
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